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Summary

Insight concurs fully with the comments submitted in this proceeding by the National

Cable & Telecommunications Association ("NCTA") and others that any governmentally-

imposed a la carte requirement would harm consumers by reducing program diversity, would

increase prices for consumers and would raise irresolvable constitutional problems. As

discussed in hlSight's comments below, an a la carte requirement would also pose a host of

insun.nolUltable technical, cost, operational and customer service impediments.

Any mandatory a la carte requirement that covers the enhanced basic tier analog channels

would force Insight to select one of four wholly unacceptable options in order to enable the

delivery of a customized mix to each subscriber:

1. Using a series of customized traps capable of blocking each ofthe
channels on the analog expanded basic tier;

2. Deploying hybrid set-top boxes to each subscriber that can descramble
both analog and digital channels;

3. Conversion to an all-digital platform; or

4. Simulcasting all of the hasic and enhanced hasic channels in analog ann
digital format.

Each ofthese four options is unacceptable from a technical standpoint.

The use ofphysical traps to segregate the analog enhanced basic tier channels that are

desired by an a la carte customer from those that are not is not a workable option for several

reasons. First, because traps are rudimentary in nature, it likely would be technically impossible

to adequately deliver selective individual channels when those channels are interlaced with

unwanted channels on the system's channel lineup. Second, there is a physical and technological

limit on the number of traps that can be used in any given situation - attaching more than four or

five traps on a single aerial installation can cause safety, mechanical and electrical problems.

Third, the use of traps raises unacceptable signal quality and signal leakage issues. Fourth, the
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customer service costs involved with the trap approach would be enormous. Finally, the

widespread use of traps is unacceptable because it is the least effective signal security technique.

The second alternative would be to deploy hybrid analog and digital addressable set-top

boxes that allow a la carte customers the ability to receive only those specific analog enhanced

basic channels they have selected, while at the same time allowing them to continue to have the

ability to receive digital services. TIns would require all enhanced basic channels to be

encrypted, and the use of set-top boxes with analog descrambling technology to deliver only

those specific analog channels requested by a particular subscriber. Unfortunately, set-top boxes

with analog descrambling technology of any sort are no longer manufactured by or available

from the major set-top box manufacturers. fudeed, the most important component, the integrated

circuit devices used to segregate and descramble analog signals, have been discontinued by all

major suppliers. Thus, the deployment of tins approach would require further design, investment

and manufacturing commitments from set-top manufacturers and cable operators.

The use ofhyblid addressable set-top boxes would also be problematic since analog

descrambling technology is widely considered to he ohsolete, and major set-top suppliers will

not easily commit to re-tool in order to resume the manufacture of addressable analog set-up

boxes. Further, given the investment from the industry that would be required to redeploy

outdated analog technology, combined with the sophistication that would be necessary to be built

into the boxes in order to selectively segregate hundreds ofdifferent analog and digital channels,

such boxes would undoubtedly become inordinately expensive. fudeed, the cost to install such

boxes would be prohibitive -- each customer ordering a la carte service would require both a box

on each TV set witlnn its residence and an installation truck roll by a service technician each

time a TV set and set-top box is hooked up to the system.
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The third approach would involve the conversion of all analog services carried on

enhanced basic tiers to digital for transmission to all customers. This would require all

customers to obtain and install new addressable digital set-top boxes on every TV set connected

to cable in each subscriber's home, as well as the encryption of all channels currently offered on

the enhanced basic tier. Given Insight's cost of approximately $200 per set-top box, conversion

to all digital would require a capital expenditure of approximately $560 million for set-top boxes

alone. NCTA estimates that the industry-wide set-top box costs under tlils sl,;tmariu wuuhl readl

$33.8 billion. Insight estimates that the net cost to accomplish the necessary changes at the

typical headend is a minimum of$13,OOO per channel per headend. For a typical 45 analog

channel expanded basic tier offered by Insight, this would result in an additional cost of at least

$585,000.

The final approach would be to allow non a la carte customers the option to continue to

receive analog only basic and enhanced basic service tiers, while at the same time implementing

a digital simulcast of those same signals, allowing customers to elect to receive enhanced basic

programming services oig1tally on an a 1a carte hasis_ As in the hybrid and all digital scenarios,

every customer electing a la carte would then need a digital addressable set-top box for every

television in his or her home. The set-top costs associated with such a solution would ultimately

depend on the number of customers electing to receive their services a la carte, but would cost

fusight a minimum of $200 per box, and would result in an increase in the subscriber's bill of

approximately $8 per month, per box -- and about $13 per month for boxes with high definition

and digital video recorder capabilities. A simulcast approach would also be unacceptable in that

it would constitute a massive waste of bandwidth, limiting a cable operator's ability to offer

ilIDovative non-basic services including digital programming, HDTV, video-on-demand, high-
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speed cable Internet, circuit-switched telephony, and Insight is actively exploring exciting future

uses such as VoIP.

Any scenario to create mini-tiers would involve some variation or combination of the

foregoing options, and either traps and/or digital set-top boxes would be needed to create and

support the mini-tiers. As such, each would present the same types oftechnical difficulties and

costs as their respective counterparts under a full-blown a la carte approach.

In addition to the insm~llountabletechnical issues outlined above, imposition of a

governmentally-mandated a la carte policy would impose significant operational burdens that

would unnecessarily drive up cable operators' costs while adversely affecting customer service

and satisfaction. For example, in order to induce customers to subscribe to cable networks on a

channel by channel basis, Herculean efforts would be necessary to raise customers' knowledge

regarding each of the hlmdreds of analog channels offered by the typical cable system. It would

thus be virtually impossible to effectively market hundreds of separate video programming

services for subscription on an a la carte basis.

An a la carte approach would also impose additional customer care costs on cable

operators and subscribers alike, and would inevitably lead to reduced levels of customer service

and subscriber satisfaction. Moreover, no known cable billing software is presently capable of

recording constant changes in a customer's services and charges, and even if such software could

be created, the resulting billing statements would be unintelligible to the average subscriber: The

disputes engendered by the complexity of a la carte billing statements are also likely to increase

the incidence ofuncollectible charges or outright cancellation of service, which again diminishes

the cable operator's revenue and results in higher costs for all remaining customers.
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For these reasons, as well as the compelling reasons detailed by NCTA and others in this

proceeding, it is evident that a la carte is neither feasible nor desirable and, in fact, would cause

significant harm to programmers, cable operators, and consumers alike.
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Insight Communications Company, hlC. ("Insight"), by its attorneys, hereby submits

these comments in response to the Puhlic Notice issued hy the Chief, Media Bureau in this

matter on May 25, 2004. 1 For the following reasons, imposition of a mandatory a la carte

requirement that covers all of a cable operator's basic and enhanced basic channels would be

fraught with overwhelming technical and operational difficulties.

I. Background

Insight is the 9th-largest cable operator in the U.S., with 1.4 million customers in the

states of Illinois, hldialla, Kentucky and Ohio. Insight has recently upgraded its broadband

network in order to provide t>ign.ifil:ant iucreat>eu. capal:ity anu. .flexibility in uffering itt> cut>turnert>

a broad array of services. Approximately 96% ofInsight's customers are now passed by

Insight's upgraded network, with a bandwidth capacity of750 megahertz (MHz) or greater,

allowing Insight to be at the forefront of the cable industry in delivering leading-edge technology

to its customers - including digital video, high-speed internet, HDTV, DVR (Digital Video

Recorder) and digital phone service. At the end of2003, digital cable was available to 96% of

1 DA 04-1457.
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basic customers passed by Insight's broadband network, high-speed Intemet was available to

96% of homes passed and telephone was available to 30% of homes passed.

h1.sight also offers its customers traditional cable television services ill1.d programming

offerings. Insight tailors both its basic line-up and its additional channel offerings to each

regional system in response to demographics, programming preferences, competition and local

regulation. Insight offers a basic level of service which includes up to 25 channels of television

programming, including all "must-cany" local broadcast channels. As of December 31, 2003,

approximately 91 % ofInsight' s customers chose to pay an additional amount to receive

additional chalmels lUlder Insight's "Classic" or "expalIded" service. Insight's allalog cable

television service offering includes the following:

• Basic Service. All ofInsight's customers receive the basic level of
service, which generally consists oflocal broadcast television alld local
community progralTIlning, including government and public access, and
may include a limited lllunber of satellite channels.

• Classic Service or Expanded Service. This expallded level of service
includes a group of satellite-delivered or non-broadcast channels such as
ESPN, CNN, DiscovelY Chalmel alld Lifetime.

• Premium Channels. These channels provide unedited, commercial-free
movies, sports alld other special event entertainment progralTIlning such
as HBO, Cinemax, Stal"z! alld Showtime. Insight offers subscriptions to
these chalmels primal-ily as a multi-chalmel digital service, along with
subscription video-on-demand services.

• Pay-Per-View. These analog chalmels allow customers with
addressable analog or digital set top boxes to pay to view a one-time
special spOliing event or music concert on an lUledited, cOlTIlnercial-free
basis. Pay-per-view movies also aloe available through Insight's video­
on-demal1.d digital service.

The implementation of interactive digital technology significalltly enhallCeS and expallds

the video al1d service offerings Insight provides to its customers. Because of the significal1tly

increased bal1dwidth al1d two-way transmission capability of Insight's state-of-the-ali technical

platform, Insight has deployed a more extensive digital product that is rich in progral11 offerings
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and highly interactive with Insight's customers. Insight's interactive digital service is designed

to maximize the advantages of a broadband network in the existing generation of set-top devices.

The digital service includes three interactive applications: (1) an interactive program. guide; (2)

interactive local infonnation and community guides; and (3) a video-on-demand service.

II. Insight agrees with NCTA's Comments

hlSight concms fully with the comments submitted in this proceeding by the National

Cable & Telecommunications Association ("NCTA"). hl pmiicular, hlsight agrees that any

gove111mentally-imposed a la cmie requirement would hm111 consumers in several ways:

• MmldatOlY ala cmie would reduce program diversity. The
mmoketplace-dliven business model employed by the cable industry -­
whereby most programming services are supported by a dual revenue
stream from both adveliising and SUbSCliption fees -- has resulted in
unprecedented progranu11ing diversity for the U.S. television viewer. A
la cmie would decrease both adveliising and subscription fees derived
by many progrm1Uners, rendering it virtually impossible for the creation
of new cable networks seeking to serve niche audiences. Indeed, the
:finmlcial viability of many existing cable networks would undoubtedly
be jeopardized by an ala cmie approach.

• MandatOlY a la cmie would increase plices for conS1U11ers. Adveliising
revenues moe keyed to audience size. An a la cmie chm1l1el will not be
able to derive as much advertising revenue as a chm1l1el offered on a
highly penetrated tier. Such lost revenues cml be recouped only tluoough
increased subscliption fees, which would result in higher cable bills for
consumers.

• A la carte is not a viable business model. Experience in Canada, as well
as in the United States with regmod to services that began as a la carte
but later switched to expanded basic (e.g., Disney Channel, Golf
Chm1l1el), shows that consumers prefer the convenience, value and
diversity that flows from the existing business model, whereby most
services packaged together in large tiers.

• MandatOlY ala cmie poses serious constihltional questions. Pmiicularly
if the govenunent seeks to require the availability of a smaller "family
tier," it would put the government in the untenable position of reviewing
which services might qualify as fmluly friendly, 311 inherently content­
based process.
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hl SlUll, hlsight agrees with NCTA that there are munerous policy and legal reasons not to

adopt a mandatOly a la carte approach. hlsight will focus the remainder of its comments on the

many tec1m.ical and operational problems that render mandatOlY a la calie all tUlworkable

approach. hl suppOli ofthe teclmical inf011llation, factual statements and cost estimates

contained herein regarding hlsight, attached as Exhibit A is a declaration fi·om Charles Dietz,

Insight's Senior Vice President and Chief Technology Otlicer. Mr. Dietz, a 30 year veteran of

the cable industLy, is an expeli on the technical and operational aspects of cable systems. In

addition, to provide perspective on how Insight's figures relate to industly-wide data and

estimates, Insight is also attaching as Exhibit B a declaration fi'om Andy Scott, Senior Director

ofDngineering at the National Cable and TeleC0ll1111lUllcations Association, Inc. ("NCTA").

III. Any mandatory a la carte service requirement is unfeasible from a technical
standpoint.

hlsight assumes that any proposals for a mandatOlY a la carte regime would exclude the

basic level of service and that all basic channels could continue to be delivered "in-the-clear"

(i.e., unencrypted) in analog f0l111at. hldeed, absent an amendment to the COl1ulllmications Act,

allmust-call.Y broadcast ChallllelS must be delivered together as pad of the basic service -- ala

caIie is simply not an option? Insight also recognizes, for those customers clUTently equipped

with digital set-top boxes, the digital platfonn provides the technology whereby a limited munber

of channels offered on digital tiers might be made available 011 ail a la carte basis. Indeed,

Insight and other cable operators continue to experiment with creative marketing, packaging and

pricing concepts, such as video-on-demaIld and subscription video-on-demand, that take

adVaIltage of the unique flexibility inherent in digital technology. However, as explained in

detail below, a requirement that all digital chalmels be provided on ail ala caIie basis, even if

limited to those channels currently offered on digital tiers, would pose a host of insurmountable

2 See 47 U.S.c. §§ 534(b)(7); 543(b)(7)(A).
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teclmical, cost, operational and customer service impediments. These obstacles would be

drastically compolUlded by a requirement that all analog channels ctUTently offered on expanded

basic tiers be convetied to digital and offered on an a la catie basis.

Indeed, the primary focus of any misguided calls for the imposition of an a la c31ie

requirement is the analog exp31lded basic tier, or "CPST." Tlus is the service level that regul31"ly

obtains the lughest level of subsClibership 31ld that contains the most popul31" services, both

lughly viewed ch311l1els such as TNT, TBS, ESPN, USA 31ld Nickelode31l, 31ld luche audience

services such as Style, Food Network and The Golf Channel, that might not remain viable in311 a

la c31ie environment. Expanded basic service offered by Insight and other cable operators

typically consists entirely of analog channels offered in the clear. This allows the entire pad\..agt:

to be received by 31ly subscriber with a cable-ready set without installing a set-top box. Because

exp31lded basic ch311l1els are typically offered in a contiguous :li-equency block, they C311 be

secmed from delivery to basic-only subscribers through a single band pass filter, or "trap."

However, existing technology does not allow each individual chatmel on the expatlded basic tier

to be offered on an a la carte basis.

A m31ldatory a la calie requirement that covers the enhanced basic tier analog channels

would force Insight to select one of fom wholly lUlacceptable options in order to enable the

delivery of a customized mix to each subscriber:

1. Using a series of customized traps capable of blocking each ofthe
channels on the atlalog expatlded basic tier;

2. Deploying hybrid set-top boxes to each subscriber that can descramble
both allalog 311d digital ch311l1els;

3. Conversion to all all-digital platform; or

4. Simulcasting all of the basic alld enh31lced basic channels in 31lalog and
digital fonnat.
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For the reasons detailed below, each of these four options is lUlacceptable fi-om a teclmical

standpoint.

A. Using traps on the analog channels is not a workable option.

The most rudimentaly a la cmie technology would be to use physical traps to segregate

the allalog enhanced basic tier channels that m'e desired by an ala cmie customer from those that

are not. Traps m"e physical devices that are used to filter out the radio frequency signal of

Ullwmlted mlalog chmmels. Traps have been used by cable operators for decades as a memlS to

exclude lUlwmlted chm1l1els (i.e., premium chm1l1els not subscribed to on ml all-analog system)

from a SUbscliber's chamlellineup.3 Traps m"e installed in sequence on the cable wiring leading

la a subscIiber's home (the "drop") mld a sepm"ate trap is generally needed for each chmmel to be

blocked. Theoretically, via the use of multiple traps on each drop (one for each chmmel to be

excluded), ml ala cmie mandate could be implemented.4 But from a practical and cost

stmldpoint, traps m"e not a workable option.

First, traps have significant technicallim.itations. Because they are rudim.entmy in natm"e,

it is difficult to restrict the impact of traps to just one chmmel. It is not uncommon, pmiiculm"ly

as traps drift with age, for the lower adjacent channel's audio signal to be attenuated, causing

problems with stereo reception, or in more severe cases, monamal audio reception. Depending

on where pmiicular chm1l1els m"e located and which pmiicular channels are selected by ml a la

cmie customer, it may be impossible to adequately deliver selective individual channels when

those chm1l1els are interlaced with unwanted chmmels on the system's channel lineup.

3Insight still uses traps 011 some of its systems to exclude a limited number of analog premium
channels (HBO, Showtime) from the lineups of its mlalog basic-only customers who do not
subsclibe to those premium channels,

4 Note that by using traps in this mmmer, evelY TV set in a customer's home would receive the
smlle set of only those signals that the customer has chosen to receive, thereby precluding a
customer from receiving different set of chmmels on different TV sets within the home.
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Second, there is a physical and technological limit on the lllU11ber of traps that can be

used in any given situation.5 Most traps are constructed plimarily ofmetal and are about I inch

in diameter and about 2-3 inches long. On a typical aerial installation, traps are deployed in

sequence right after the tap (the point on the pole where the subscriber's drop is connected to the

COlllinon feeder distribution cable). Attaching more than fom or five traps on a single aeIial

installation can cause safety, mechanical and electrical problems. In addition to the cluster of

traps, the tap as well as the cable and pole structme to which they are affixed can become easily

subject to damage. Even when a special bracket is used to minimize such damage, and to

maintain the proper safety spacing between wires installed on poles as well as to comply with

electrical codes and/or agreements with pole owners, there are sti11limits on the number of traps

and brackets given that usable space and load capacity on any pole is limited.

There are similar drawbacks to the use of traps in cable systems with undergrOlU1d wiring

or in multi-dwelling units. In those situations, traps must be installed in a pedestal or jlU1ction

box near the cllstOlller' s pren~ises and attached in a secure manner so as to protect systel11

secmity. But because there is almost always limited space in these housings, only a finite

number of traps can be located inside the remaining space.6 This precludes the use of traps

where a subscliber desires that more than fom or five channels be excluded from the expanded

basic lineup. While new larger pedestals or boxes could be installed, this would cost several

hundred dollars per installation and raise inmunerable customer satisfaction, land use and

aesthetic concems.

Third, the use of traps raises unacceptable signal quality issues. The attachment in

sequence ofmultiple traps will often cause significant increases in signal loss fi'om the

5 See Scott affidavit at 19.c, attached as Exhibit B.

6 Id. at 19.c.
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customer's service drop resulting in a degradation of overall video and audio quality of the

analog channels.7 The level of signal loss as more traps aTe installed also tends to bling the cable

system out of compliance with Commission regulations governing signal level, which in hun can

adversely affect pichlre quality. 8 The system may leak RF energy and cause lUlwanted or

dangerous interference with other teleconTInunications services and aeronautical frequencies. 9

Due to temperahu'e fluchmtions, moistme and physical exposme, traps also have a limited life

span (typically five years) and thus must be routinely inspected and, ifnecessary, replaced so as

not to disrupt transmissions and cOlllinunications that were not intended to be affected. 10 For

these reasons, any expanded use of traps would require continuous monitoring and greatly

increase systellllllaintenance burdens and expense.

hl theory, signal losses resulting fi-om multiple traps might be remedied with amplifiers

or higher tap output levels. Achieving higher tap levels would require an inordinately expensive

plant redesign, affecting total amplifier cascades and overall system perfollnance. Similarly,

installing additional an"lplifiers is problematic because they may oscillate, add noise, or distOli

the signal if overloaded. Indeed, one of the key benefits of the $85 billion investment by the

cable industlY to upgrade to a hybrid fiber/coax architechlre was to minimize the cascading of

amplifIers -- a benefit that would be lost if installation of multiple traps requires additional

amplifiers. Moreover, if amplifiers are installed after the tap, then they would need to be

installed before the traps. This would necessitate powering the amplifiers fi'om the plant, which

would require extensive and costly redesign of all existing poweling. Without blowing how

many customers would require an amplifier to suppOli the number of a la carie channels selected

7 Id. at ~ 9.b.
s 47 C.F.R. § 76.614.

9 See Scott affidavit at ~ 9.c, attached as Exhibit B.

10 Id. at ~ 9.b.
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at any given time, it would be impossible to predict the precise level of additional powering that

might be required at a paliicular location.

Fomih, the customer service costs involved with the trap approach would be enonnous.

With approximately 45 chalmels or more on a typical Insight analog expallded basic tier, each a

la calie installation would require a highly customized set of traps to allow customers to choose

to include and/or exclude specific services from their chalmellineup. Because standard traps aloe

designed to exclude only one chalmel from the lineup, a single customer could theoretically

require the installation of dozens of separate devices, with thOUSalIds of variations for each alld

evelY customer. 11 As ala calie would be available to each ofInsight's customer, tIns situation

could apply 1.3 million separate times. While it is possible to design a custom trap that covers

multiple chalmels, tIns would only add to the complexity of the problem because few a la calie

customers are likely to order the exact Salne mix of channels.

Each time a trap is installed or removed to custom-tailor the lineup to the customer's

ClllTent ciesires, tlle system would have to send a costly truck roll by a service technician to

reconfigure the chalmellineup by ChalIging out traps. Insight's average cost per truck roll is $50,

alId it is safe to assume that a truck roll to change out a trap and to malce sure that a customer is

getting precisely those channels, alld only those channels, that are desired would cost at least that

much, paliicularly in light of the fact that many service calls to alter trap configuration would

require a more time-consuming aelial installation by accessing the pole using a ladder or bucket

tmckY Because of the inevitable increase in service calls due to the lllunber of potential custom

installations and the thousallds of variations of the mallY traps that might have to be used for

11 Id. at~9.f.

12 TIns figure is in line with the industly consensus on the average cost of each service tec1uncialI
truck roll to install alld/or service traps on a customer drop. Id. ~ 9.g.
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each, combined with the munber of times a customer might request a change in their service mix,

Insight would have to hire and train htmdreds of new service technicians.

Finally, the widespread 11se of traps is unacceptable because it is perhaps the least

effective signal security technique. 13 Because traps simply filter out the signals not being paid

for by a paliicular customer, the removal of the trap allows unauthorized signals to pass through.

For this reason, traps al'e typIcally 111stalled on utilIty poles or 111 metal pedestals to deter

talnpering, but even these measures aloe not fool proof. An a la calie approach reliallt on traps

would result in theft of service becoming even more pervasive alld difficult to prevent. For all of

the foregoing reasons, all ala calie approach using traps is simply not feasible.

D. Using hybrid analog/digital set-top boxes is not a workable option.

The second altemative to offer enhallced basic chalmels on all a la calie basic would be to

deploy hybrid allalog and digital addressable set-top boxes that allow a la calie customers the

ability to receive only those specific analog enhallCed basic channels they have selected, while at

the same tinle allowing them to continue to have the ability to receive digital services. This

would require all enhanced basic chalmels to be enclypted, alld the use of set-top boxes with

analog descrambling technology to deliver only those specific allalog channels requested by a

paliicular subscnber. Untoliunately, set-top boxes with analog descrambling teclmology of ally

soli are no longer malmfactured by or available from the major set-top box malmfacturers. 14

Indeed, the most impOliant component, the integrated circuit devices used to segregate and

deSCralllble analog signals, have been discontinued by all major suppliers. Thus, the deployment

13 Id. at ~ 9.d.

14 While Insight does have some subscribers with legacy allalog addressable set-top boxes (i.e.,
used as conditional access devices for no more thall a handful of allalog channels on each
system), Insight is generally not offering new addressable analog boxes to its customers.
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of this approach would require fmiher design, investment and manufactming conllilitments from

set-top manufachu·ers and cable operators.

The use of hybrid addressable set-top boxes would also be problematic since aJ1.alog

descrambling technology is widely considered to be obsolete, and major set-top suppliers will

not easily conunit to re-tool in order to resume the manufachlre of addressable analog set-up

boxes. 15 Indeed, there is a widespread industry consensus that system security is too readily

compromised by the use ofboxes with analog descrambling, allowing piracy of premium and

pay-per-view prograllUlling. Fmiher, given the investment from the industly that would be

required to redeploy outdated allalog technology, combined with the sophistication that would be

necessary to be built into the boxes in order to selectively segregate hundreds of different analog

and digital channels, such boxes would lmdoubtedly become inordinately expensive.

Even if such boxes were readily available, the cost to install them would also be

prohibitive -- each customer ordering a la calie service would require both a box on each TV set

within its residence aJ1.d an installation truck roll by a service technician each time a TV set and

set-top box is hooked up to the system. Insight estimates this would cost a minimum of $50 per

visit for a single set installation, and an additional $20 per set for a multiple set installation. 16

hlsight does not believe that such additional costs will be acceptable to its customers.

hl making ally changes to the manner in which programming is packaged or delivered,

Insight also must respect the fact that a lal·ge number of its customers continue to choose only to

receive basic alld enhanced basic progrmlUning in m1alog fonnat without the use of any set-top

boxes. These customers will not appreciate any major disruptions in the available analog

progranlliling services on the basic tiers or their chm111ellineups. hldeed, Insight does not

15 See Scott affidavit at ~ IO.a, attached as Exhibit B.

16 Again, these figmes are consistent with industry estimates of the costs of a service technician
truck roll. Id. at ~ 9.g.
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foresee any scenario, whether by company marketing or due to a shift in regulation or law, that

would rapidly change these customers' preferences in tIus regard. As such, any a la carte

requirement that forces subscribers to install (and pay for) unwanted set-top boxes is likely to

cause considerable frustration, dissatisfaction and even tennination of cable service by existing

customers.

C. All digital transmission is not a workable option.

The tlurd approach would involve the conversion of all analog services cmTied on

enhmIced basic tiers to digital for transmission to all customers. This would require all

customers to obtain mId install new addressable digital set-top boxes on every TV set connected

tu cable in each tiUbtiClibel'::; hUlIle. 17 CUllveltiiull tu all-digital tralltilIlititiiun wuu1d leqLLin; the

encryption of all channels currently offered on the enhanced basic tier. Hence, those customers

who receive the entire enhmlced basic package today, without a set-top box, would require a

digital set-top box on each set in their homes just to continue receiving the smne services, even if

they have absolutely no desire to order any such channels on an ala cmie basis.

Approximately 66.5% ofInsight's 1.4 million customers, or a total of931,000 do not

have digital set-top boxes today.18 Using NCTA's estimate of approximately 2.5 television sets

per household,19 these customers would require approximately 2,327,500 set-top boxes. And

even the 469,000 Insight customers clUTently equipped with digital boxes probably have at least

one set in their home used to receive enhmlced basic without a set-top box, bringing the total

number ofboxes required to 2,796,500. Given Insight's cost of approximately $200 per set-top

17 rd. at ~ 1a.c.l.

18 This percentage is consistent with industly-wide estimates wluch peg digital service
penetration at around 32% (22.9 million of71 million cable SUbsclibers nationwide). rd. at ~ 5.

19 rd. at ~ 10.c.2.
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box,20 conversion to all digital would require a capital expenditme by Insight of approximately

$560 million for set-top boxes alone. Indeed, this is probably a conservative estimate because at

least some VCRs in each home might also require a set-top box. NCTA estim.ates that the

industry-wide set-top box costs under this scenario would reach $33.8 billion.21 TIns approach is

also estimated to add at least 15 minutes to the service technician's time required to perfonn each

installation, imposing additional costs that ultimately must be recouped from subscribers.

Conversion of all enhanced basic services from analog to digital would also necessitate

significant equipment upgrades at each ofInsight's cable headends. Every chalUlelmoved £i:om

the expallded analog basic tier to the digital tier would need its own digital encoder ($10,000

each) to digitize or conve11 the signal from allalog to digital, except for allalog chalUlels that

ah-eady provide digital feeds via satellite to Insight. Additional multiplexers and QAM

modulators also would be needed to ensme that the services Call be dish"ibuted digitally over the

cable system. Ad inseliion equipment would have to be upgraded for each digital chaIUlel that

carries local spots. Fmihennore, new set top box controller hardware and software, reUm.l path

receiving equipment, aIld other upgrades would be neceSSaIy to suppOli the increase in the

lllunber of set-top boxes that would be deployed. The physical aIllount of additional equipment

would be considerable, aIld each ofInsight's headends would probably need to construct

additional building floor space, elech-ical power, and heating aIld air conditioning to

accommodate this new equipment. Insight estimates that the net cost to accomplish these

ChaIlges at the typical headend is a minimlU1l of $13,000 per channel per headend. For a typical

20 TIns figure is consistent with industly average costs for a digital set-top box. Id.

21 Id.
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45 analog channel expanded basic tier offered by Insight, this would result in an additional cost

of at least $585,000.22

Enclypted digital transmission of all enhanced basic channels would also exacerbate

conslU11er electronics compatibility problems. The COlllillission's equipment capability rules are

designed to ensme that the featmes of cable customer's analog reception equipment and TV sets

work with modem cable systems.2J The all digital solution would require almost every TV set to

have a set-top box for descrambling and tuning the set, eliminating the intended role of

customer's analog cable-ready designated TVs.24

D. Analog/digital simulcast of the basic and enhanced basic tiers is not a
workable option.

The final approach would be to allow non a la calie customers the option to continue to

receive analog only basic and enhanced basic service tiers, while at the Sall1e time implementing

a digital simulcast of those same signals, allowing customers to elect to receive enhanced basic

progralllilling services digitally on an ala calie basis. As in the hybrid alld all digital scenali.os

discussed above in subsections Band C, every customer electing a la calie would then need a

digital addressable set-top box for every te1evlsI011 III hIS or ht;r hUHlt;. Tht; ::;t;l-lup cusl::;

associated with such a solution would ultimately depend on the number of customers electing to

receive their services a la cruie, but would cost Insight a minimmll of $200 per box, and would

result in all increase in the subscriber's bill of approximately $8 per month, per box -- and about

$13 per month for boxes with high definition and digital video recorder capabilities.

22 The figmes al'e consistent with NCTA's projection that such a solution would cost a 50 analog
chal111el cable system at least $572,500 in headend costs to achieve such conversion to digital.
Id. at ~ 11.b.

23 47 C.F.R. § 76.630.

24 47 U.S.C. § 544A; 47 C.F.R. § 76.630(a).
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Notwithstanding Insight's investment of approximately $420 million to upgrade its

network to enable its cable systems to offer a wide range of digital services, all ofInsight's

systems still currently deliver the basic and enhanced basic tier channels via analog transmission_

For many reasons, including that they desire not to have to use any set-top equipment or buy a

digital cable-ready TV set, the remainder ofInsight's subscribers continue to choose to take only

analog basic and/or enhanced basic service. indeed, only about 33.5% of insight's customers

have chosen to take digital services at this time and Insight's marketing research indicates that a

sizable proportion of its customers will continue to choose this lower cost option. The upside of

tIns approach is that it best respects the interests ofthese subscribers, as analog basic tier

channels would relnain unchanged on the system in order to continue to serve those non-a la

calie customers who do not Wallt a set-top box.

For a la carte customers, on the other halld, all the analog enhanced basic tier chalmels

would be trapped out on an entire home basis. This would be accomplished by the use of a

special wide band trap called band pass trap_ Such traps would cost Insight arOlmd $6 each, a

cost that would be added to the cost of each set-top box (arOlUld $200 per unit) and the cost of a

truck roll by a service techniciall to install the trap and the set-top box, wInch Insight estimates to

be at least $70 per installation.25 Again, these additional costs, when multiplied by the thousands

of customers that might select a la calie, ma1ce this configuration unacceptable.

A simulcast approach would also be lUlacceptable in that it would constitute a massive

waste of bandwidth, limiting a cable operator's ability to offer innovative non-basic services.26

In order to duplicate the allalog basic tier on a digital tier, Insight would have to allocate

additional spectrum on each of its systems. Insight generally uses tIns valuable spectrum for

25 Again, these figures aloe consistent with industry estimates of the costs of a service technician
truck roll. See Scott affidavit at ~ 10.d, attached as Exhibit B.
26 dL. at ~ 12.
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other services including digital progralllilling, HDTV, video-on-demalld, high-speed cable

hltemet, circuit-switched telephony, alld hlsight is actively exploring exciting future uses such as

VoIP. In a typic81 Insight system with 45 analog expanded basic channels, using 12:1 digital

compression, at least an additional 24 MHz would have to be reallocated for digital duplication

of analog signals, and thus would become unavailable for innovative, adVallCed broadband

serVIces. Along WIth all other major MSOs, Insight has invested millions of dollars to upgrade

alld expalld its plant so that it can provide these innovative digital offerings to consumers. It

would be all enonnous waste to delay or reverse deployment of such services in order to

duplicate analog progralTIlning that consumers Call all'eady receive.

E. Decause the technical difficulties are similar, mini-tiers are also unworkable.

While somewhat less severe, the technical difficulties and cost issues associated with a

mini-tier requirement malce this option equally unacceptable.27 hl theory, mini-tier offelings

could be created by grouping together smaller packages of select channels in the existing

expm'lded b8sic tier. There are tln'ee basic approaches to how a mini-tier could be created: (1)

create the mini-tier with all-allalog chalmels, (2) create a mini-tier using a combination of analog

alld digital chalmels, or (3) create the tier with all-digital chalmels. Any other scenario to create

a mini-tier would be some val'iation or combination ofthese three. hl essence, each ofthese

three approaches is a scaled down, albeit still costly, adaptation of the a la calie scenal'ios

discussed above. hl each, either traps and/or digital set-top boxes would be needed to create alld

suppOli the mini-tiers. As such, each would present the Salne type of technical difficulties and

costs as their respective a la carte analog, albeit perhaps to a slightly lesser degree.

For example, if mini-tiers aloe created from analog chalmels within the expanded basic

tier, then traps would have to be used. While this option saves the customer from needing a set-

27 rd. at ~ 15.
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top box in order to receive the mini-tiers complised of only analog channels, the extensive use of

traps that would be neceSSalY (just as with the use of traps in the a la caIie scenario discussed

above) to implement this solution would pose numerous inesolvahle tec1111ical ano operatioml1

problems for cable systems and their customers. FmihemIore, because channels that might

constitute a mini-tier are not always grouped together consecutively, a cable operator would

likely have to use malIY more traps thaI1 safety aIId prudence would allow. And just as with ala

caIie, each TV set in the home would have to receive the exact Saine mix of chal1l1els aIId tiers, a

result that is not likely to sit well with most customers, and indeed might undemIine one of the

justifications for creation of a "falIIily" mini-tier.

Altemativcly, mini-tiers could be created via a mix of analog channels and digital

channels. Traps would again be used to ensure the cable customer receives only the analog

chaI1l1els contained within the mini-tier they are authorized to receive and the customer would

have to use a digital set-top box in order to receive the digital channels contained within the

mini-tier. Just as with the llyhrid ala cmie scenario, the use oftrHpS will reslllt in H number of

tecl1l1ical problems and an ala cmie customer will be forced to use a digital set-top box on evelY

TV set within the house in order to receive all the chm1l1els contained in their mini-tier. Tlus will

also significantly increase the lllunber of set-top boxes the cable operator must make available in

its system and would result in fmiher equipment charges for the customer. Headend costs, wlule

somewhat less than those in a pure a la cmie scenmio due to the smaller number of channels that

will need to be duplicated in the digital tier, would still be sigIuficant.

Finally, a cable operator could offer milu-tiers comprised of only digital chm1l1els and

avoid the use of traps altogether. Due the large base of analog only customers, existing mIalog

channels required to be in the milu-tier would have to be duplicated in the digital tier. As was

explained in the discussion concenung the digital ala caIie scenaI"io, this approach would result
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in a significant increase in equipment and maintenance costs, and again would require the cable

customer to use a digital set-top box on every outlet in the home, which as described above will

be unacceptable to many ofTnsight's customers. The cost to deploy set-top boxes to all

customers' televisions to suppOli mini-tiers would be effectively the same as outlined in the

digital a la c81ie sections above.

IV. Operational burdens render mandatory a la carte unworlmble.

In addition to the inslU1110lmtable technical issues outlined above, imposition of a

govemmentally-mandated ala c81ie policy would impose signific811t operational burdens that

would lUlllecessarily drive up cable operators' costs while adversely affecting customer service

and satisfaction.

A. A la carte channels would be impossible to market effectively.

An ala c81ie approach would create a m81'keting nightm81·e. To induce customers to

subscribe to cable networks on a channel-by-channel basis, Herculean effOlis would be necessary

to raise customers' knowledge regarding each of tIle hundreds of analog cha111lels offered hy the

typical cable system. UnfOliunately, the result of even the most aggressive 811d pervasive

m81'keting campaign would be to merely increase customer confusion.

The most effective cable marketing c81npaigns often emphasize the fact that for a smgle

package price, cable subscribers can receive hundreds of channels with prograll1111ing options to

satisfy every conceivable taste, interest 811d age group. While evelY ch81111el may not appeal to

evelY subscriber, cable television has been remarkably successful because it is selling choice -­

the ability to select among hlmdreds ofprogr81mning options 24 hours a day, 7 days a week. It

would be viliually impossible to effectively market hundreds of separate video programming

services for subscription on 811 a la calie basis. Indeed, it would probably be impossible to

design a m81-keting campaign that would enable the typical consumer, without the benefit of the
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on-screen programming guide typically supplied by the cable operator, to even name more than a

handful of the hlUldreds of chmU1els offered by cable, let alone create sufficient demand to drive

acceptable subscliption levels for each individual channel offered on an a la carte basis.

An ala caIie approach would also create inslmnolUltable impediments to the

establishment of convenient mld readily marketable price points. DBS enjoys a significant

mm"keting advantage over cable operators in that DBS can establish unif0l111, nationwide

package prices, thereby enabling ubiquitous mm-keting through a variety of broadcast, print mld

other media with national distribution. An a la cmie approach could conceivably require

sepm"ate retail prices for each chmU1el offered, thereby thwaliing ally nationwide advertising

cam.paign featuring prices. Local mm"keting effOlis would be similm-Iy constraincd, givcn thc

inherent difficulties in effectively establishing a public awm"eness of the hlUldreds of separate

price points that might be necessitated by ala caIie offerings.

B. A la carte would adversely impact customer service.

An ala cmie approach would lUldoubtedly precipitate massive customer confusion,

thereby imposing lUltenable burdens on the customer service operations ofInsight and other

cable operators. Additional customer service representatives ("CSRs") would have to be hired to

respond to the chaos resulting from a la CaIle. For exmnple, CSRs would require more time per

call to explain options, prices aIld reasons for the ChaIlge from the prior model. Indeed, while

processing a customer's order for cable service is a relatively simple process today, with all a la

caIie regime, it might take the CSR thiIiy minutes or longer to make sure that the customer fully

understands all the available prograI11lning chaI1l1els and prices in order to conectly process each

call requesting iIutiation of, or ChaIlges in, cable service. CSRs would require more trailung to

understaIld the a la cmie approach mld the continuous chmlges in the potentially infilute price

point permutations. Moreover, it would take more time for cable tec1lluciaIls to install and
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explain a la calie service to new subscribers, thereby requiring additional personnel to address

this situation as well. Customer complaints would likely increase, paliiculal-Iy as confusion

proliferates fi"om the unduly complex subscriber bills and marketing matelials necessitated by a

la calie.

The tiered service offering model employed by the cable industry facilitates prompt and

efficient customer service. With a relatively fixed and stable menu of service options, a CSR is

typically able to process a subscriber's order (including upgrades or downgrades) with a simple

touch of a computer screen that displays the available packages. An ala calie environment

would entail hlmdreds, if not thousallds, of service pennutations, imposing a voltune level alld

complexity that existing order-taking system.s are simply incapable ofprocessing.

Cable operators currently receive literally millions of telephone calls per year fi-om

customers seeking to initiate or alter their service packages. MalldatOlY a la calie would result in

a substantial increase in the l1lunber alld dmation of calls halldled by CSRs. NCTA estimates

that an average monthly call-in rate for video products may be as much as 30%.28 Based 011

hlsight's 1.4 million customers, tIns equates to an ammal call volume of 5.04 million calls. If the

lalU1ch of ala cmie results in all al1l1ual call volume increase ofjust 25%, hlSight would be faced

with all incremental call voltune of 1,260,000 calls in the first yeal" of ala cal1e availability.

Given an average time per call of up to six minutes, mld a call cost per minute of approximately

$0.70, the annual incremental customer service costs incuned by Insight would total $5.3

million. hldeed, tins estimate is conservative because the CSR is likely to spend more than six

minutes with an a la calie customer explailnng the l1lU1lerous service options.29

28 bId. at ~ 13..
29 bId. at ~ 13..
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In addition to the increased personnel costs that would result from mandatory a la calie,

hlSight and other cable operators would be required to upgrade their call centers and telephone

systems to halldle the massive influx of inquiries and complaints relating to a la calie. Indeed,

some cable operators might be lillable to meet valious customer service perf01111allCe metIics,

such as minimum telephone answer time, maximum hold time alld busy signal limits. See 47

C.P.R. § 76.309(c)(1)(ii), (iv). These criteria al-e incorporated into ce11ain cable franchises,

which could lead to potential enforcement proceedings alld sallctions by local frallchising

authorities.

hl Sh01i, a mandatOly a la calie approach would impose additional customer care costs on

cable operators and subscribers alike, and would inevitably lead to reduced levels of customer

service and subscliber satisfaction.

c. A la carte would produce virtually incomprehensible customer bills.

PurSUallt to Section 76.1619(a) of the Commission's Rules, cable "bills must be cleal",

concise al1d understal1dable.,,30 In addition, cable bills "must be fully itemized." Imposition of

mandatory ala calie would make it virtually impossible to satisfy these obligations.

For all a la carte customer, the typical bill could balloon to several pages with itemized

listings of each channel received al1d the associated fees. Cable bills would no longer be "clear,

concise and lillderstandable," but rather would become confusing al1d lillwieldy. Paper and

postage costs would skyrocket. Moreover, billing systems and software would require

substantial overhaul, ifnot total replacement, to handle a la calie.31 For example, the typical

billing software only contains a limited lllunber of "fields" to accOlUlt for service packages al1d

30 47 C.F.R. § 76.1619 (a).

31 See Scott affidavit at ~ 14, attached as Exhibit B.
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prices, and thus lacks the capacity to produce billing records and statements reflecting potentially

hlmdreds of different a la calie chalmels alld p1ice points.

An a la cmie regilne would inevitably lead to a dramatic increase in billing disputes as

subscriber bills become more vohuninous and obtuse. For eXalnple, consider the billing

headaches associated with service level upgrades alld downgrades. Currently, cable subscribers

aloe bIlled 111 advance, so when the customer elects to downgrade serVIce, It IS relatIvely sImple to

provide a pro rata refund covering the pOltion of the month after the downgrade. An a la Calte

approach would likely require wholesale Challges to this consumer-friendly policy. For eXalnple,

some subsc1ibers might seek to "galne" the a la carte approach by subscribing to a service only

when a padicular program. is scheduled -- such as a live spading event -- and then cancel the

service the next day. Cable operators might be forced to impose 30-day minimmn chal"ges or

downgrade fees in response to such practices. Moreover, no known cable billing software is

presently capable of recording constallt changes in a customer's services alld charges, alld even if

such software could be created, the resulting billing statements would be lmintelligible to the

average subscriber. The disputes engendered by the complexity of a la carie billing statements

are also likely to increase the incidence of uncollectible char"ges or outright cancellation of

service, which again diminishes the cable operator's revenue and results in higher costs for all

remaining customers.

Conclusion

As demonstrated in detail above, imposition of a marldatory a la carte requirement that

covers all of a cable operator's basic and enhallCed basic charmels would be fraught with

ove1whelming technical alld operational difficulties. For these reasons, as well as the compelling

evidence submitted by NCTA and others in this proceeding, it is evident that a la carie is neither

feasible nor desirable arId, in fact, would cause significant ha1m to prograrllillers, cable operators,
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and conSlUllers alike. An ala cmie pricing model would reduce program diversity and increase

prices for conSlUllers. The CUlTent tiering model is regulated in the marketplace through the

healthy interplay ofthe sometimes divergent incentives ofprogrammers and cable operators.

TIns business model has served conSlUners well, producing an abundance ofprogramming

diversity at a tremendous value to consumers. There is no basis for a gove111111entally mandated

ala cal1e model that is entirely unproven and would result in substantial hann to the public.

Respectfully submitted,

Insight Communications Company, Inc.

By:--!.-~~~.::.JL..!-!.....~~~~__
AIihm H. Harding
Craig A. Gilley
Fleisc1nnan and Walsh, L.L.P.
1919 Pe1TI1sylvmlia Ave., N.W. - Suite 600
Washington, D.C. 20006
(202) 939-7900

Its Attorneys

Dated: July 15, 2004
165818 3
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EXHIBIT A



DECLARATION

I, Charles Dietz, do hereby declare and state under penalty of peIjury as follows:

1. I am the Senior Vice President ffild Chief Tec1mology Officer for Insight

Communications Company, Inc. ("hlsight"). hl this role, I am responsible for the

oversight ofthe technical aspects of the operation ofhlsight's cable systems;

2. I have served in similar technical roles in the cable industry for over 30 years; and

:i_ I have read the foregoing Conmlents to be sllbmitted by Insight in the Federal

COlmnunications Commission's proceeding titled "A La Carte and Themed Tier

Progrannning and Pricing Options for Progrannning Distribution on Cable Television and

Direct Broadcast Satellite Systems - ME Docket No. 04-207." I have also reviewed the

tec1mical infonnation and cost estimates contained within these COlmnents and I believe

such technical information and cost estimates to be true and con"ect to the best of my

personallmowledge, info1111ation and belief.

DATE

166162.1

(7------
Charles~



EXHIBITB



Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

In the Matter of

A La Cmie and Themed Programming
and Pricing Options for Programming
Distribution on Cable Television and
DIrect Broadcast SatellIte Systems

)
)
)
)
)
)

MB Docket No. 04-207

DECLARATION OF ANDY SCOTT
SENIOR DIRECTOR OF ENGINEERING, NCTA

1. My name is Andy Scott and I am Senior Director of Engineering in the Science and
Technology DepaIiment ofthe National Cable aI1d TelecOlllilllUlications Association, Inc.
("NCTA"). On behalf of the cable industry, I am responsible for analyzing and
evaluating technical aI1d engineering issues that aI'ise in federal regulatOlY aI1d legislative
proceedings. I also represent the industry in staI1daI'ds aI1d specifications development
orgaI1izations in fmiheraI1Ce ofpublic policy objectives, paIiiculaI'ly in the areas of cable
system aI'chitectme aI1d design, field engineering and operations.

2. I joined the cable industry in 1978. Over the past 25 years, I have held a number of
positions in cable COmpaIlleS, including headend tec111llCiaI1, senior electromc tec111llCiaI1,
teleconununications services engineer, and tec1mical operations manager. These
positions have provided me with extensive expelience and backgrOlUld in engineeling
aI1d deployment of advaI1ced conlllllullcations services to residential, business, aI1d
govenullental cable customers.

3. I serve on the BOaI'd ofDirectors of the Advanced Television Systems Con1l11ittee
CATSe"). I also am a member ofthe Instihlte ofElectrical aI1d Electronics Engineers
("IEEE") aI1d the Society of Cable Teleconll11umcations Engineers ("SCTE"), serving as
all advisor to SCTE's Engineering COlllinittee. I hold all AA degree in Electtical
Engineering, a BS degree in Information Tec11l1010gy, aI1d all MS degree in Computer
Science. I also hold tec111llcal ceIiifications from vaIious orgaIllzations.

4. I have been asked by Insight Conlllllullcations COmpaI1y, Inc. to address the tec111llcal aI1d
operational implications of offering cable prograI11 services to customers on an
unbundled, ala cillie basis. This may involve pme ala cillie, i.e., offering every
progral11111ing service on the expaI1ded basic tier on a stand-alone basis, or themed-tiers of
progran1l11ing comprised of a small select group of chaImels packaged together. Either
f01111 of ala cillie would have major technical, operational and economic ramifications for
cable systems.



5. Before I discuss implementation of a la calie, there aloe several basic facts alld
assmnptions that should be stated at the outset. The cable industry has upgraded alld
expanded its infi-astmcture alld deployed digital compression technology in order to offer
its customers a val°iety of new video and non-video services. The typical upgraded 750
MHz cable system allocates 550 MHz (or 78 channels) for analog program services,
including broadcast stations, cable progralllnetworks, public, educational alld
govemmental (PEG), alld leased access channels. These chalmels al"e delivered "in the
clear" or unscralnbled to the hom.e and customers with cable-ready television sets receive
them without the need for a set-top box. The remaining 200 MHz is used for a rallge of
digital services, including digital video programming tiers, premium networks, video-on­
demalld, high definition, high-speed Intemet access, interactive services, music chalmels,
and telephony. These services aloe encrypted alld require the use of a digital set-top box
or a new CableCable-enabled digital television set (except high-speed Intemet which
requires a cable modem).

6. The US cable indllstIy serves nem"ly 74 million cllstomers, the majority of which ­
almost 51 million- still receive cable progranuning services in analog. Approximately
22.9 million customers subscribe to digital cable services. Even in those households that
have subscribed to digital cable service and have a digital set-top box, the customer
receives broadcast basic alld expanded basic channels in almlog fOllllat. Moreover, the
television sets in those households that do not have a digital set-top box receive all of the
serVIces 111 analog.

7. Under an a la calie regime, it is assumed that the channels that would be made available
on all ala calie basis are the analog channels on the expanded basic tier alld the non­
premium digital chalmels. The basic tier channels, i.e., telTestrial broadcast stations alld
PEG channels, would continue to be delivered in analog in order to ensure that all cable
customers may receive them alld would not be available on an a la calie basis.

Technical Approaches to Implementing A La Carte

8. There aloe theoretically two approaches to implementing a la calie in a cable system:

a. Use traps to block celiain analog prograllUlTIng services, enabling the operator to
isolate and make available only those allalog prograllUning services desired by
customers in each household, or

b. Conveli the analog chalmels on the expanded basic tier to digital, and use digital
set-top box equipment on television sets alld other devices.

Each approach is discussed below.
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9. Install traps to block certain channels

a. A "trap" is a physical device used to filter out lUlwanted analog ch81me1s. Traps
m-e installed by the cable operator at the customer's service drop outside the home
in order to blade the receipt of::l pmti~lllar channel or channels. The cahle
customer only receives the analog ch81mels that they desire and m-e authorized to
receIve.

b. In those cable systems that use traps, the operator typically deploys no more than
two or three traps per household. Tlus is because there are several tec111ucal and
operational issues associated with the use of traps. First, traps introduce signal
loss into the customer's service drop that may sigIuficantly degrade the video and
audio quality of all ch81mels. Tlus may in tum affect the operator's ability to
maintain compli811ce with FCC sigI1allevel regulations. In addition, the
perfoml811ce level of traps may drift over time 811d in response to temperatme
fluctuations, resulting in the degrml::ltion of other adjoining channels.

c. Second, there is the issue of service reliability where a sigIufic811t number of traps
are needed to block out multiple channels. These traps must be physically
c01mected to each other in order to maintain sigIlal continuity tlll"oughout the
entire channel line-up. This scen81io creates a situation where there are 1ll811y
C01mectlOns 111 the customer's service drop, thereby reducing the mech8111cal
integI"ity of the drop system and possibly causing the entire drop system to fail. In
addition, the l81"ge number of c01mections increases the probability that the
customer's drop system will leak RF energy 811d cause interference into other
connmuucations systems (in violation of FCC regulations), 811d substantially
reduce the quality and reliability of service to other c::lble Cllston"lers.
Fmthemlore, certain pedestals 811d apaliment lock boxes C81mot house a lm-ge
11lUllber of traps.

d. Tlurd, traps are easily t8111pered with and defeated by those who wish to steal
cable service. The wide-scale deployment of traps would exacerbate existing
theft of service problems 811d ma1ce It even more dIfficult for the cable operator to
prevent such activity.

e. For all of these reasons, operators linut the 11lUllber oftraps deployed at a
customer's home.

f. In an a la caIie enviromllent, the tec111ucal issues associated with traps would
multiply maIlY times over. With 50 or more 811alog ch81mels for the customer to
choose :6'-0111 on the typical exp811ded basic tier, a trap could potentially be
required for each of the exp811ded basic chalmels that a customer does not desire.
Tlus would require a cable operator to create a unique chmmel configuration for
each of the millions of households that choose ala calie. Moreover, tens of
thousands, even nullions, of customers in a given system moe likely to request a
chmlge in their a la cmie selection at some point. Every time a customer wanted
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to add, subtract, or substitute program services, the cable operator would have to
send a technician to the customer's house to tailor the system to meet their
specific request. Reconfigming the channel line-up on a house-by-house basis is
lUlworkable.

g. Apart from the teclmical issues, it would be velY expensive to implement a
customized system of traps on a household-by-household basis. The cost of a trap
is estimated to be between $3 and $15, depending on whether it filters a single
channel or multiple channels (a so-called band filter). Since the installation or
removal of traps requires a cable technician, cable systems would need to hire
many more field staff to support an a la carte approach, with an estimated average
of $45 per truck roll.

h. In smnmalY, the use of traps to facilitate a la calie is neither technically nor
operationally feasible alld would be vUiually impossible to accomplish in an
effective 111 anner.

10. Convert analog channels to digital and use digital set-top boxes on television sets
and other equipment

a. The second approach to implementing ala calie is to deploy set-top box
equipment on each TV set in the cable household. TIns could be done under one
of two scenalios: (1) create all all-digital platfonn or (2) duplicate all of the
allalog expanded basic tier chalmels on the digital tier. (The allalog basic tier
would remain the same.) A third approach - scralnbling allalog chalmels (which
are generally unscralnbled today) to control access to paliicular services desired
by a cllstomer - is not feasible beCallSe digital set-top boxes deployed today do
not have allalog descranlbling circuitlY and stalld-alone analog descralnbling
equipment is no longer mallllfactured.

b. The cost to implement ala calie in a digital environment is enonnous under either
all all-digital or duplicated allalog-to-digital approach. The following outlines the
costs associated with each scenal'io, including headend, customer serVlce alld
billing system expenses.

c. Scenal'io 1: An all-digital environment

1. Under this scenalio, it is assumed that all analog expanded tier chalmels
al'e tumed off, and that all channels (other than the basic tier) are only
available in a digital fonnat. EvelY analog television set in the customer's
home would need a digital set-top box or the customer would need a
CableCARD-enabled digital television set. TIns approach would require
all enormous economic ulVestment in set-top boxes by cable operators
which would ultimately be bome by customers.
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2. A conservative sample calculation shows the cost to provide digital set-top
boxes for all television receivers connected to cable within cable homes to
be approximately $33.8 billion:

Average cost of digital set-top box = $185
Number of cable households cUlTently with set-top boxes = 22.9 million
Number of cable households needing set-top boxes = 50.9 million
Average number of TVs per household = 2.5

3. The cost for digital set-top boxes = (22.9 million x 1.5 x $185) + (50.9
million x 2.5 x $185) = $29.9 billion. The total cost to install 161.6 million
set-top boxes would be $3.9 billion, asslU11ing an average install cost of
$53 per household. Moreover, the total cost could be significantly higher,
given the proliferation of VCRs and VCR-like products in customers'
homes, raising the average munber of devices requiring digital set-top
boxes to much greater thaI12.5.

4. While some cable companies are experimenting with an all-digital
platform, most cable systen:ls will continue to meet their custmners' needs
by delivering services through a combination of analog and digital
technology for the foreseeable future.

d. Scenal'io 2: Duplicating analog chal1l1els on digital tier

1. Under tIns scenal'io, it is assumed that all al1alog expanded tier channels
remain tm11ed on, alld these channels are duplicated on the digital tier.
(Basic tier channels would continue to be delivered only in analog)
Facilitating a la carte through this method requires the following: (1) a
trap would have to be installed to filter out the allalog expallded basic tier;
(2) a digital set-top box or CableCARD-enabled digital television set
would be needed to select the ala crnie chrn1l1els; (3) the ala cmie
channels would be viewable solely on the digital tier. Existing digital
customers could use their digital set-top box equipment to receive a la
cmie chrn1l1els. However, customers with mlalog cable-ready TVs that
choose ala cmie would need to obtain a digital set-top box in order to
receive the service.

2. The cost to add digital set-top boxes will be dependent upon the number of
customers that would want a la calie:

Average cost of digital set-top box = $185
Average cost oftrap = $8
Number of cable households cUlTently with set-top boxes = 22.9 million
Number of cable household needing set-top boxes = 50.9 million
Average nmnber ofTVs per household = 2.5

5



4. The cost for digital set-top boxes = $185 x (munber of customers
requesting ala calie). A trap is also required to block the analog expanded
basic chalmels for homes that elect a la calie. The cost to install the set-top
box and trap in tIns scenario is estimated to be $53 per household. For
example, if 10% of customers without digital set-top boxes today request :l

la caJ.ie, then the cost will be = 193 x (10% x 50.9 million) = $982 million.
Similarly, if 50% of customers without set-top boxes request ala calie,
then the set-top box costs are $4.9 billion. The cost of equipment would
be passed on to the customer.

11. Headend costs

a. In addition to the en011110US set-top box costs, the process of conveliing the al1alog
chalmels for caniage on the digital tier will require significal1t equipment
upgrades at the cable headend. Every chmmel moved or duplicated fl."om the
expanded analog basic tier to the digital tier would need its own digital encoder to
conveli the service fl."om al1alog to digita1. The operator would also have to install
additional multiplexers al1d QAM modulators to ensure that the services can be
distributed over the cable system. Operators also would have to n1.aintain at least
the existing analog ad inseliion capabilities.

b. A simple example shows the cost to upgrade a single headend to encode 50
analog channels to be approximately $572,500, assmning there is only one
adveliising zone al1d existing al1alog ad inseliion equipment is reused:

Nmnber m1alog chmmels to encode =50
Cost of digital encoder = $10,000
Number of 6 MHz chalmels needed = 5
Number of chmmels per digital multiplex = 12
Number of digital multiplexers needed = 5

Cost per digital multiplexer = $10,000
Nmnber of QAM needed = 5
Average cost per QAM (including encryption) = $4,500

c. The cost to conveli 50 chalmels of al1alog to digital = (50 x $10,000) + (5 x
$14,500) = $572,500. Assuming 9,520 cable headends in the US, and a 10%
proj ect engineering al1d labor cost, the total cost to the industly reaches
approximately $6 billion.

d. In addition, these cost eXalnples do not consider the fact that many headends have
multiple geographic adveliising zones which would require additional encoders,
digital multiplexers and QAM modulators to conveli additional analog chalmels
contailnng advertisements tal"geting a specific pOliion of the cable system to a
digital chal1llel. Nor do they include the additional set-top box controller
hm"dwm"e and softwal"e or rehU11 path receiving equipment replacements or
upgrades that would likely be neceSSalY to suppOli the lal"ge increase in the

6



11lU1lber of digital set-top boxes that would be deployed to support a la calie.
Today, this equipment is set up to authorize service to set-top boxes based on tiers
alld is typically limited to a hundred or so. Fmihe111lore, the additional equipment
will likely require more floor space. A typical cable operator could be in the
position ofneerling to construct additional headend space, alld incur additional
costs for electrical power, heating alld air conditioning.

12. Spectrum capacity costs

a. Cable operators have spent billions of dollars to upgrade and expand their plant
alld faCIlItIes to acconmlodate a range of new services. Duplicating the analog
expallded basic tier channels on the digital tier would occupy a significallt pOliion
of cable's digital capacity. Today, this capacity is used for digital programming,
premimll progranmling, high-definition services, video-on-demand, high-speed
data services, circuit-switched and VoIP telephony services.

b. In the above eXalllple, assuming 50 analog channels aloe duplicated on the digital
tier, it would take at least five 6 MHz slots in the digital spectrum to
accommodate these channels in the digital tier. This assmnes that 10 to 12
standal"d definition digital Challllels will be compressed into one 6 MHz analog
channel. In order to accOlmnodate a la calie, the cable operator would have to
remove ii"om the system or delay deployment of digital video alld non-video
services that cable customers desire in order to make room for services that are
already available on the analog expanded basic tier.

13. Customer service costs

a. Ala calie also would have a major impact on cable's customer service systems.
Today, cable systems halldle hundreds of millions of calls per year from
customers purchasing new services, changing existing service, inquiring about
billing or requesting service visits. Making cable progralll services available to
customers on an a la carte basis would result in a significallt increase in the
number and dmatlOn of calls to Customer Service Representatives CCSRs").

b. For example, all average monthly call-in rate for customers regarding cable
progralllming products is as high as 30%. Based on 1 million customers, this
equates to an allllual call volume of3.6million calls. Ifa la carte is launched, tIns
would result in an annual call volume increase of up to 25%, or an incremental
call vohU1le of 900,000 calls in the first year of ala calie availability. Given an
average time per call ofup to 6 minutes, alld the call cost per minute of
approximately $0.70, the allllual incremental customer service costs inculTed by
the cable operator would total $3.8 million per 1 million customers. Moreover,
the cost is compounded by the fact that the CSR is likely to spend more than 6
minutes with all a la calie customer explaining the 11lUllerOUS service options.
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14. Billing system and backend office costs

Operators would have to totally revamp their order taking and billing systems and other
business procedures to SllppOli a complex a 1a cmte system. Cahle ordering and hilling
systems are optimized for CSRs to handle calls primarily for packages of services billed
for on a monthly basis. With a preset number of service options, CSRs are easily able to
process customer orders (or change orders) in a prompt, a11.d cfficicnt malmcr. With cvcr­
changing variations in customer orders in an a la carte environment, CUlTent systems are
not capable of handling such complexity and would likely require software and code
upgrades. Moreover, the human resomces that would be needed to suppOli and maintain
an a la cmie billing and pricing system would be en0l1l10US.

15. Themed-Tier Programming

a. If ala calie took the form ofthemed-tiers of programming, where a small 11l1mher
of selected channels in the existing expanded basic tier would be grouped together
to comprise a service offering, lm'gely the same technical and operational issues
would arise as under pure ala cmie. Traps anc1Jor digital set-top boxes would be
needed to create and suppOli the themed-tier approach.

b. The cable operator may be able to reduce the number oftraps lllvolved and
possibly lower costs if the chmmels to be filtered were grouped consecutively.
However, chmmelmoves have proven historically to be veIY disruptive to
customers. In addition, once the cable operator has COlllillitted to the necessmy
channel line-up changes to facilitate a more advantageous use oftraps, the
operator would be lmab1e to malce fllTIUe chalu1.e1 modifications without
potentially replacing all existing traps installed in the field. Any installation or
de-installation of traps requires a truck roll and work by a cable teclmiciml in the
field. Moreover, many of the tec1mica1 problems described under ala cmie apply
to the themed-tier approach.

c. The en0l1l10US cost of deploying digital set-top boxes tor televIsIOn sets would be
the smlle under a themed-tier approach as with pme a la cmie.

d. Cable systems also would incm associated costs with additional headend
equipment, revamping their ordering and billing systems, hmldling increased call
volume mld operational issues.

16. In smllillmy, ala cmie has enOl1ll0US costs associated with it in tenllS of the deployment
of set-top box equipment, significmlt headend upgrades, spectrum costs, customer service
mld other operational ramifications. It is also impOlimlt to note that costs associated with
a la cmie would be shared by all cable customers in a given cable system, not just those
who choose to take progrmll services on an a 1a cmie basis.
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17. I declare lmder penalty ofpeljmy that the foregoing is true and COlTect to the best ofmy
knowledge, infoll.nation and belief.

/s/ Andy Scott
Andy Scott
Senior Director of Engineering
National Cable & Telecommunications Association

Executed on: July 14, 2004
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